This work seeks to analyze the behavior, informational and market efficiency of Indian Shariah market with regard to Weak form efficiency of Efficient Market Hypothesis. The study period covers from 01/January/2008 to 31/May/2013 on CNX 500, CNX NIFTY Shariah and S&P BSE Tasis 50 Shariah index. The paper employs traditional tools of identifying the efficiency of the returns with auto correlation and run test and advanced financial modelling tools like ARCH Mean model and GARCH(1,1) model. The results indicated that the Shariah market is inefficient in weak form and it is possible that investors may be able to earn abnormal profit by reviewing the movements of the market. As the market lacks informational efficiency it need to be corrected at the earliest because it is violating the principles laid down by Islamic guidelines. The existing informational inefficiency will help the rational investors to adopt the technical analysis in predicting the behavior of Shariah market at least in short run. But policy makers need to take cognizance action so that Indian Shariah index doesn't violate the principles of Islamic finance. Business and Management Review Vol. 3, No.2; Oct. 2013 
Prelude
The global financial crisis has directed the attention of various financial markets world over towards Islamic finance on two important premises i.e. prohibition of derivatives and speculation. Unmindful usage of derivatives causing global financial tornado encircled most of the financial markets which were more open and liberal in aspects of financial innovations transferring the risk. Being the instrument of risk transfer the derivatives also pave the way for speculation. That is the reason derivatives are termed as double edged blade. As Islamic finance doesn't open itself to use of derivatives and speculation it has potential to ward of the onslaught of the hazardous effect of derivatives usage there by unnecessary speculation. The basic principles of Islamic finance are the prohibition of Riba (usury), Gharar (speculation). Islamic finance is among the alternatives to conventional finance. In fact modern Islamic finance began to develop in the early 1970s. It differs from conventional finance in terms of capital and labor. It runs on the principle of equal sharing of profit and investment risk which made it a universal concept for acceptance. These profits must be generated by investments in real assets and through a fair and legitimate trade. The basic principle of Islamic finance proved to be capable of withstanding the severe blow of financial crisis. Hence global attention was grabbed on appreciating the idea of adhering to the rules of Islamic finance which paved the way for promotion of Shariah index. Shariah index is nothing but index comprising of representative Shariah compliant shares to indicate the trends of stock abiding to the rules of Islamic finance.
During the financial meltdown the Shariah compliant stocks and the Shariah indices were the out performers beating the market in terms of risk and return Islamic finance and the Shariah indices were the out performers beating the market in terms of risk and return. Even though, it attained the preference of an "Out performer"Akhtar et al (2010) in the market, during the disintegration, studies and researches were scarce and scanty on the in-depth analysis of Shariah stock market. Hence it is an attempt to study the market efficiency of Shariah market in Indian perspective. Efficiency of market is always of considerable interest to researchers and market participants. Hence this study has been intended to investigate the efficiency of Shariah index with several sophisticated econometric and statistical tools. properties of both the indices showed that SP Shariah was less volatile in terms of standard deviation during the study period and also showed that the returns were deviating from normality for both the indices. The results of auto correlation test showed that the returns of SP Shariah were not independent and identically distributed, and rejected the hypothesis of white noise.Hence it was concluded that the returns of SP Shariah was less volatile when compared to SP 500 index during the subprime crisis. The reason attributed may be because of the restrictive covenant like prohibition of interest and speculation imposed on Shariah stocks. Another study done by Barnes (1986) From the reviews it was clearly evident that studies on weak form efficiency of were not explored on Shariah market, hence the study focuses on the weak form efficiency of Indian Shariah index. Hence the study purely focuses on the weak form efficiency of the EMH theory which explains that future and current prices completely include the past price information and no one can earn abnormal profit by predicting the patterns of the same.
Materials and Methods
The study mainly focuses on the weak form efficiency of Indian Shariah market i.e. CNX NIFTY, CNX500 and S&P BSE TASIS 50 for the period 01/January/2008 to 31/May/2013. For the purpose of estimating the weak form efficiency, the returns of closing prices of the market were considered i.e. R t = Log( P t /P t-1 )*100 . The indices studied were;  CNX Nifty Shariah  CNX 500 Shariah  S&P BSE Tasis 50
In order to detect the weak form efficiency the study employed parametric test, Non parametric test and econometric tool. The data were collected from Bloomberg and analyzed through SPSS, Gretl and E views. In parametric test auto correlation, in non-parametric test run test and as econometric tool Unit root test were used. On the event of finding financial time series and stock returns exhibiting significant auto correlation at recent and at higher levels it was felt that there was scope for further financial modelling hence ARCH and GARCH models were employed. The model suggest that if the coefficients are statistically positive and significant it will be concluded that there is predictability in returns and it follows a trend in the market which allows investors to earn abnormal profit which is prohibited in the principles of Islamic finance.
B. Traditional Test of Serial correlation: B.1 Autocorrelation
In statistics, autocorrelation is a random process which describes the correlation between values of the process at different times, as a function of the two or of the time difference. Autocorrelation function will be used for the purpose of detect the non-randomness in our data and also identify, if the data are not random in the time series data. The autocorrelation function is defined as
Traditional test for Randomness:
C.1. Runs Test
In the random data set, the probability that the larger values i. Where R is the observed number of runs, R is the expected number of runs and R s is the standard deviation of the number of runs. The value of R and R s are computed as follows:
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D.1.1. Augmented Dickey -Fuller test
The Augmented Dickey-Fuller follows a regression line i.e. 
Where Ԑ t is a pure white noise error term and where
the number of lagged difference terms to include is often determined empirically, the idea being to include enough terms so that the error term in the equation (iv) gets serially uncorrelated. In ADF we will test whether σ = 0 is tested and the ADF test follows the same asymptotic distribution as the DF statistic, so the same critical values can be used.
D.1.2. Philips -Perron test
Philips Perron (1988) developed a generalization of the ADF test procedure that allows for fairly mild assumptions concerning the distribution of errors. The test regression of the Phillips-Perron (pp) test is the AR (1) process. If the series is found to be to have unit root then the market is efficient in weak form and if the not then the past price of stock influences the current price of stock.
D.1.3. KPSS test
The alternative unit root test introduced by Kwiatkowski -Phillips -Schmit -Shin (KPSS) in the year 1992 and called henceforth KPSS test, has the null hypothesis stationarity of a series around either mean or a linear trend. The KPSS test is the sum of three components i.e. deterministic trend, a random walk and a stationary error term.
The model takes the following form; 
D. Advanced Financial Modelling techniques:
Measurement of volatility is an important issue in financial econometrics. It is associated with the concept of risk and returns and key elements involved in all the financial decisions. The volatility refers to the degree or fluctuations or the variability of a variable around its mean;
where mean may be constant or varying with time or other variables. Statistically, volatility is equivalent to dispersion and it is time invariant which is measured as the standard deviation or the variance. Since the unconditional variance doesn't take into account the time varying volatility in asset returns, a measure that takes into account the past is known as Autoregressive Conditional Heteroscedasticity.
D. 1. Autoregressive Conditional Heteroscedasticity Mean model;
The assumption that the variance is constant over time and this also follows an AR (1) process, this means the squared error of today is a function of squared error of yesterday. 
Discussions
The descriptive statistics of return series of CNX Nifty, CNX 500 and S&P BSE Tasis 50
is reported in table (1); the series in total depicts that the returns are not normal. The series are positively skewed with negative mean and median. The kurtosis clearly shows that the returns have fatter tails than the normal distribution since it is more than the value of kurtosis which is 3, and the series is Leptokurtic. The hypothesis of normality of returns is not accepted since that value of JarqueBera statistics for all the indices are significant. Hence it was concluded that the returns of Indian Shariah market were not normal during the study period.
The result of auto correlation test shows that the series are serially correlated and follows a pattern in the market. The hypothesis of the series that there is no autocorrelation is not accepted till lag 3 but the series were not serially correlated from 4 th lag till 6 th lag and it follows autocorrelation from 7 th lag onwards up to 36 th lag which shows that the returns are serially correlated except 4 th lag to 6 th lag.
The run test was carried out with runs form Mean and median. The run test identifies the non-randomness of the series which is reported in table (2):
The result show that expected runs and actual runs were not equal and the Z statistics shows that the series doesn't follow a random pattern for all the indices and actual runs observed.
Since the market shows no -randomness it can be said that the Indian Shariah market is inefficient with regard to weak form efficiency of EMH.
The stationarity tests of the series were investigated through ADF test PP test and KPSS test. In order to avoid the limitations with ADF stationarity test the returns were cross checked with PP test which follows the same null hypothesis of ADF i.e. there is unit root in the series and the KPSS follows the null hypothesis of there is stationarity in the series.
It can be observed from table (4) that the indices CNX nifty, CNX 500 and S&P BSE Tasis 50 follows stationarity in the returns at 1% significance level with Hannan Quinn Criterion lag selection which is more moderate when compared to liberal lag selection of AIC and strict lag selection of SIC. PP test results are more negative than the critical value than ADF which again rejects the theory of weak form efficiency under EMH.
In order to trace out the persistence in return, volatility clustering is employed at the introduction stage. Volatility clustering implies a strong correlation in squared returns. In order to test volatility clustering Ljung Box was employed where n as sample size and k as lag length.
The persistence of auto-regressiveness is tested through GARCH (1, 1) model where volatility clustering was identified and depicted in graph (1), (2) and (3) For the results shown in the table (5) it is clearly found that the ARCH effect and null hypothesis of CNX 500, CNX nifty and S&P BSE Tasis 50 cannot be accepted since the F statistics and observed R 2 are significant at 1% thus it suggest that there is a further scope for modelling volatility. The volatility clustering of all the indices also shows that high returns are followed by high returns and low returns are followed by low returns.
The result of GARCH(1,1) presented in table (4) which depicts that the α is small for CNX 500 when compared to CNX NIFTY and S&P BSE Tasis 50 which indicates that the shock to conditional variance will not take much time to die out. The coefficients of variance equation i.e. GARCH term are positive and significant at 1% level provides clue that successful modelling is possible to capture volatility. ThusGARCH (1, 1) model was successfully employed in order to capture the existenceof excess volatility and fat tail feature of the return of Shariah indices. From the results it can be concluded that the excess volatility is captured through GARCH (1, 1) model and it also has an influential power in predicting the return with one days lag.
The ARCH Mean model as presented in table (5) clearly depicts that the SQRT of GARCH table no (5) i.e. the standard deviation of the return or the risk of the returns i.e. CNX 500, CNX nifty and S&P BSE Tasis 50 is positive and significant which says that when the standard deviation comes down then the volatility will come down and the assets are treated as less riskier ones.
Since the coefficient of residuals shows a significant and positive value it can be concluded that there is an influential power in predicting the return with one days lag and the coefficient of GARCH term also shows a significance which means that the explains the volatility of the CNX 500, CNX nifty and S&P BSE Tasis 
Concluding Remarks
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